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Summary
The USDA’s Crop Production and Grain
Stocks reports released on January 11
reflected a smaller domestic supply of
corn and a more rapid pace of domestic
consumption.  The relatively slow pace of
exports continues to be the most negative
part of the corn picture.  Year ending
stocks of U.S. corn will be smaller than
stocks at the beginning of the year.  U.S.
corn acreage likely will increase in 2002 in
response to lower costs of some inputs
and the higher price of corn being
reflected in new crop futures.  The
USDA’s Prospective Plantings report, to
be released on March 28, 2002 could be
important for price direction.
Corn prices have been in a relatively
narrow range so far in the 2001-02
marketing year.  The average cash price
in central Illinois reached a harvest low of
$1.795 on October 15 and traded to a
high of $2.00 on December 4.  The
average is currently near $1.95.  That
narrow trading range is likely to persist
through February, but prices are likely to
become more volatile beginning in March.
Planting time weather and acreage
prospects will be the primary price
movers.  Historical price patterns suggest
that May and June offer the best
opportunity for higher cash prices.
Smaller Supplies Reported in January
The USDA’s annual Crop Production
report released on January 11, 2002
contained the final estimate of the size of
the 2001 U.S. corn harvest.  The crop
was estimated at 9.507 billion bushels, 39
million belowthe November 2001 forecast
(Table 1).  The U.S. average yield was
estimated at 138.2 bushels per acre, 0.2
bushels above the November forecast,
1.3 bushels above the revised estimate
for the 2000 crop, and only 0.4 bushels
below the 1994 record average yield
(Table 2).  The smaller crop estimate
reflected a significant reduction in the
estimate of 2001 corn acreage.  Planted
acreage of corn in 2001 totaled only
75.752 million acres, 3.8 million less than
planted in 2000 and the smallest planted
acreage since 1995, the last year for an
acreage reduction program (Table 3).
The reduction in corn acreage was fairly
widespread, geographically, with only
Indiana planting more corn than in 2000
(Table 4).
Corn acreage harvested for grain in 2001
totaled only 68.808 million, 3.932 million
less than harvested in 2000 and the least
since 1995.  Harvested acreage of corn
was 383,000 acres less than forecast in
November.  The largest decline, 150,000
acres, came in Nebraska.
Stocks of corn in the U.S. on December
1, 2001 were estimated at 8.264 billion
bushels, 266 million less than stocks on
the same date last year, but the second
largest inventory for that date in 14 years
(Table 5).  The stocks figure implies that
3.144 billion bushels of U.S. corn were
consumed during the first quarter of the
2001-02 marketing year, 40 million more
than during the first quarter last year and
only 38 million less than the record use of
two years ago.  The Census Bureau
reports that 451 million bushels of corn
were exported during the quarter, 55
million less than during the same quarter
last year.  The USDA estimates that 489
million bushels of corn were used for
seed, food, and industrial purposes, 23
million more than during the same quarter
last year.  The increase is being led by
ethanol production.  Based on monthly
ethanol production estimates from the
Department of Energy, the USDA
estimates that corn use for ethanol
production totaled 165.5 million bushels
in the first quarter of the marketing year,
an increase of 16 percent from use during
the same quarter last year.
Feed and residual use of corn during the
first quarter of the marketing year totaled
2.204 billion bushels, 72 million more
than during the same quarter last year
and 15 million above the record use of
two years ago.  The estimate of feed and
residual use during the first quarter of the
2000-01 marketing year was reduced by
62 million bushels as a result of the 53
million bushel reduction in the estimated
size of the 2000 crop.
Domestic Use to Expand
Based on the rapid pace of domestic use
of corn reported for the first quarter of the
2001-02 marketing year, the USDA
increased the projection of domestic use
for the year.  Food, seed, and industrial
use of corn is now projected at 2.045
billion bushels, 15 million above the
December projection and 78 million more
than used last year.  That projection is
based on a 10 percent increase in
expected production of fuel alcohol.
Given the 16 percent increase in the first
quarter, the projection may still be a little
low.  We are bumping that projection up
to 2.05 billion bushels (Table 6).  Feed
and residual use of corn for the current
marketing year is projected at 5.85 billion
bushels, only 14 million bushels more
than used last year, but 50 million more
than projected last month.  The increase
in expected use reflects a modest
increase in the number of grain
consuming animal units (less dairy and
beef, more poultry, and about the same
amount of pork) and slightly less
consumption of the other feed grains
(sorghum, oats, and barley).  The
projection of 5.85 billion bushels implies
that feed and residual use of corn during
the last three quarters of the marketing
year will be about 58 million bushels less
than during the same three quarters last
year, since use during the first quarter
was up 72 million.  The expected decline
in number of cattle placed on feed is
occurring.  The most uncertainty centers
around hog numbers over the next 7
months.  We expect that feed and
residual use could be slightly larger than
the USDA projection.
Export Prospects
Corn exports during the first quarter of the
2001-02 marketing year were nearly 11
percent less than during the same quarter
last year.  Recently, the pace of exports
has accelerated so that by January 17 the
USDA’s weekly export inspection report
showed shipments lagging last year’s
pace by only 8.6 percent.  For the year,
the USDA expects exports to reach 1.975
billion bushels, about 2 percent more than
shipped last year.  Shipments are lagging
last year’s pace to four of the five largest
buyers of U.S. corn (Japan, South Korea,
Egypt, and Mexico).  Shipments to
Taiwan are running at about the same
pace as last year.
As of January 10, the U.S. had sold about
280 million bushels of corn which had not
yet been shipped.  These outstanding
sales are about 46 million bushels larger
than on the same date last year.  The
increase reflects outstanding sales of 35
million bushels to China, compared to no
sales last year.  To reach the USDA
projection, shipments of U.S. corn will
need to increase from the 33 million per
week average experienced so far this
year to just over 40 million per week.
Shipments during the last 32 weeks of the
year will need to be nearly 100 million
bushels larger than during the same
period last year.  U.S. exports are
expected to be boosted by less
competition from China and Argentina
over the next seven months.  The nearly
160 million bushel reduction in the size of
the Argentine corn crop is expected to
lead to a 140 million bushel reduction in
exports during the current marketing year.
The biggest hurdle to increased U.S.
exports is the general slow down in world
corn trade, led by reduced imports by
Japan.  Still, exports may be slightly
larger than the USDA projection.
Based on the current projections of use,
year ending stocks of corn in the U.S. are
projected at 1.511 billion bushels (Table
6), 35 million less than projected by the
USDA.
2002 Production Prospects
U.S. stocks of corn are expected to be at
a four year low by the end of the current
marketing year.  Stocks are expected to
total only about 15.3 percent of total
projected use for the year.  On a world
basis, corn inventories are also on the
decline, primarily in China.  Stocks of
wheat and all coarse grains are also on
the decline.  This tightening of inventories
has not yet forced any rationing of
consumption, so that prices still remain
low for corn and modest for wheat.
However, the smaller inventories mean
that the size of next year’s crops takes on
a little more importance.
U.S. corn acreage has fluctuated in a 4.4
million acre range under current policy
that was implemented in 1996 (Table 3).
Acreage in 2001 was at the low end of the
range.  Under the scenario of no increase
in acreage, constant yields in 2002, and
steady consumption during the 2002-03
marketing year, stocks of corn would be
reduced to about 1.12 billion bushels by
the end of the 2002-03 marketing year.
Some increase in acreage is necessary in
2002 to offset some of the risk of below-
average yields.
The decline in corn acres in 2001 came
within the context of a general decline in
cropland acres. The area planted to
principal crops, other than hay, in 2001
was down by just over 7 million acres.
Combined acreage of feed grains, wheat,
and soybeans was down 6.7 million
acres, led by declines in corn and wheat.
Sorghum acreage was up about 1.06
million.  Including the acreage of hay,
harvested acreage of principal corps
declined by 3.7 million (1.2 percent) in
2001.  Acreage was down the most in
Minnesota and North Dakota, perhaps
reflecting prevented plantings due to
adverse weather.  Those two states
reduced corn plantings by a combined
600,000 acres.
With a normal planting season and
reduced input costs, it seems likely that
U.S. planted acreage of corn will increase
in 2002.  The increase may also be
stimulated by somewhat higher prices
being offered for the 2002 crop and by
concerns that the CCC loan rate for
soybeans could be lowered. Reduced
acreage of winter wheat in the eastern
corn belt and in Kansas also opens the
door for increased acreage of spring
planted crops.  A rebound to 79 million
acres of corn seems likely in 2002.  With
harvested acreage for grain at 72.1
million and an average yield of 139
bushels per acre, the 2002 crop would
approach 10 billion bushels.  The USDA’s
March 28 Prospective Plantings report will
give the first indication of 2002 corn
acreage.
Price Prospects
Corn prices have traded in a relatively
narrow range so far in the 2001-02
marketing year, particularly since October
1, 2001.  From October 1, 2001 through
January 23, 2002, March 2002 corn
futures had a closing range of about $.20.
The average cash price of corn in central
Illinois was at $2.03 on September 13,
declined to a harvest low of $1.795 on
October 15, 2001, rebounded to $2.00 on
December 4 and then traded in the
$1.90s through January 23.  The average
price from September 4 through January
23 was $1.91, about $.04 below the CCC
loan rate.  So far, prices have remained
well above the extreme lows experienced
during the previous four years.  For the
1997-98 through 2000-01 marketing
years, the lowest average cash price in
central Illinois ranged form $1.45 to
$1.665.  The smaller harvest and
prospects for reduced carryover stocks
have been somewhat supportive to
prices.
It is likely that prices will remain in a fairly
narrow trading range for several more
weeks.  Typically, prices would be
expected to become more volatile in the
March through August period. The
narrow trading range in cash prices, only
$.23 in central Illinois, so far this year
would suggest that the most extreme
prices have not yet been experienced.
Over the past four seasons, the range in
cash prices in central Illinois during the
marketing year has been from $.60 to
$1.10.  That pattern is consistent with the
pattern of the past thirty years.  It is
expected, that cash prices will establish a
new marketing year high, a new low, or
both, over the next several months.
Higher prices would likely reflect concerns
about growing season weather and/or a
March Prospective Plantings report that
showed intentions for only a modest
increase in corn acreage in 2002.  A new
low price, if it occurs, would likely come in
July or August on the basis of the
prospects for a large harvest in 2002.  For
the year, corn prices are expected to
average near $2.00 per bushel, about
$.15 above the average of last year.
Marketing Strategies
For old crop corn, pricing decisions are
partially a function of marketing loan
decisions already made.  For corn which
is not under loan and for which the loan
deficiency payment [LDP] has not been
established, placing corn under loan may
be a prudent strategy.  With the cash
price of corn currently very near the loan
value, this is a low risk strategy, with only
storage costs at risk.  Holding the
inventory outside of the loan is also low
risk, since lower prices would be offset by
a higher loan deficiency payment.  The
advantage of placing corn under loan is
primarily cash flow.
For corn that is no longer eligible for
marketing loan benefits (that is, LDP has
already been established) there is some
downside price risk.  That risk may be
acceptable over the next several weeks,
until the weather and acreage picture
becomes clearer.  For those that are
concerned about lower prices, buying put
options on deferred futures may be a
strategy to consider.  With a relatively
large carry in the market, deferred futures
offer a good return on storage, while the
put option would provide some protection
from lower prices.  A $2.30 July put option
with a $.15 premium offers a minimum
price of about $1.95 to $2.00 for corn
delivered in June 2002.  That is, the
minimum price is about equal to the
current price, so that only storage cost is
at risk.  The put option would allow the
producer to participate in part of any price
rally that took place before mid-June.
For new crop corn, the market is offering
a price about $.30 to $.35 per bushel
above the current price for old crop corn.
That premium will not be maintained if a
large crop materializes.  December
futures in the $2.40 to $2.50 range would
offer an opportunity to start pricing that
crop.  Buying December put options might
also be considered as a way to manage
price risk.  For those who are comfortable
trading options, selling high strike price
December call options could be added to
the strategy. The call options would
reduce the cost of establishing a
minimum price, but would also establish
a price cap.
Issued by Darrel Good
Extension Economist
University of Illinois
      	   
       	   


 


 	       


 		  	 	   	 	 	 	
 	 	 	    	   
 
 	
  
 	   	  	  	 		
 	 	 	 
  	  
 
 
   	 
 
 	  	 
 		   
 	 
  	 	 
 

 
	 
  		 		  	 	 	
 	 		  
 


 		    	 

 
 !  
 	 
 	   	
  		 	 		 	  

 		   	 	  
	
"#$   	 		 	  	  	 	 		 		  

 	

  
	 	  
%%!&'
( &)&&*!%+& &,!&-+%!&.% 
        	 
         	 
       
 	  
   	        
 
  	   	 
	 	    
 
     	  
   	 	 	
 
 		
    	 
   	  	 		    
   
 	     	 	 
 		
     
   
       

 	  	 	 		  	  	 		 	 		
         
    	 	 	    	 	 	
 	  
 			 	
 	 	
!"!  
   
   
    	 
 
    	
  	 	   	

 		 	 	
#$% 
       	    	  
 	   	  	 	   	

 		 	
&!'"()!*"+(),(!
-!

	






 


  !"" "!" #! " #!$ !$ 
 #!$" %!"% "!%$ #!%" !#
  !##  !"% ! !$ !% 
  ! !"  !$ !%# "!#  
 %!% "! "" %!# #! #% "!
 & %! #! #!  #!$"#
" & #!%$ "!" !$ "!
% !$

$!"  !"  !" $!#
# & ! !#  ! !
$ & "! " %!" %!% $!" 
 & !  !# !$ ! 
 & !$$ ! "# !"  $!$ $
 & !" !$ ! $!"$ 
 & %!"$% "! "!%"" #!%
 & #! # #!$# #! !$"
 !$  !"# $!  $!$ !""
" !   !%%$ !% "! 
% !# #!"$ %!"% "!%%
# !"$ ! !" "!$#
$ $!%"% "!  !# $!" 
 !"  !%$$ !"" "!##
 !#  !"" !$% "!
  !  !  !$ "!$
 !" ! !%  !#
"   ! !$ !$$ "!# 
"   !% !  $!$" ! 



'%()*+,!,!
,
    	 
       
      
    	 	 
            
      
      
   	  	      	 
         	 	 	
 	

 	 
 
 	 	  	  	 	 		 
 ! 
     
   	   
     	     	   
   	   
       
"#   	         
"!$%           	 
&! 	 	 	 	 	 		  	 	 	
 	 	

'( 	 
 	 	 
 	 
     
!$) 	
 	 	 		 	  
 	 	 	 
	 	
*   
   
    	  	
*+         
   
, 	 	 	 	
 	 	 	 	 	 	 	 	

-$ 
  	 			  
 
 	  	  
*#$
.$$'$/$0$%$#$
!$
    	 	
 
        	 	
 
    
  
  	 	           	   

 
 
   
 
	
 
 	 
  
 
 

 

 	  
  
 
   

 !
"
 

 
	 	  	
 	  	  	  
  
 	
    	 	
#$
%& 
  
  
	  	    	 
   
     		 
'(       	 
       		 
    	 
)"*   	      
 	 	
  
 	 

      
 !  		 	   	  
    	
   	 
     
+ 
	 	 	 		 	  

 

 
 	 	
 
	 
  		 	 

    	
%& 		   	 	      	 	 
      
 	
'( 
  	  	    	 
 	 	   	   	 	 	
)"*   	  	 	  	 
	  	
     	  	 	 	

 !  
 

   
 
 	 
           
,"- 
		 	 	 	 	
  
		   
 	 	
 	     	 	 	
%&     
  
  
	       
 
   
'( 	 
  
  	   	  
  
 	 	   
  	
)"*  
        	  	    
  
  
 ! 	 
 
 
  
 
 
	 
 
  
 	  
     
.    	  	     
 
 	  
 
  		 	 
%&  
   
    	 
 	 
   
 	 
 	
  
'(   
   	 	 	      
 	   	  
)"* 
 
 
 	  
	  	 	
 	
 	  
 	 
  	 
  
 !     
     
 	     	
 
  	 
 
  	 	           	   

 
 
 "*  
%& 
   	
     
   	 	 
 	 
  	  	

'( 
  
  
  
	  	
 

  		  

  

   
 

)"*  
 
	   		 
   	 
  	 	 	 

  
 		 	
 ! 	
 
 		 
 	 
 


 
	  

	 
	 
 
	   
 
   

"*&/0"*12"*"-
"
3*%-1"&
**-*
     	 	
 
     

   	   	 		 
     
 	  	  
 	    	  	 	



  
 	    
  	  
	 

 ! "#  	 	 		
 
 	 
  	 
  
 	
$%& 
  	 

     	    	
'  "#  
  		 
 	
 
 	 	 	 	

 	
 	
  
 	  
 	 	    		  	
  	   	 		 
      	
()) *+ & ,)
 ,) ,) ,) ,)	 ,)
 ,) ,) ,)	 ,) ,) ,)	 ,)

 -

 .#" /&"
/## "0#"
# 
)   # 1# 0
       	  
        
			 
		
  
 
 

 
  

 
	 
 
  
 
		 
 
	 
 

 
 

 	 	 			 	   	  	   
  
	  	 	  
 
 	 	 	   	

  	     	 	 	 		 	 	
  
 
 
 	  
   
 	   
   
 
 	 

  
     	
   
    		 	 	  
 
 
	 

	 
 
 
  
 
 
  
	 
 
 

 
 
 
 
 


!   
 
 
   
 
  	 	 
  	  	 

 

"#$ 
 

 
 
 
 
 

 
  
  
 
    
 
 
%&    	    	       
  
  
 %'(  	    	    	 	  	 	 
    
$    
  
 	
  	
    	
 	 
 	  	 	
)($&     
   
      
 
 

   
 	
*+$$,-(
$$(
(./%0%0$-(012
		
$
